.

Audits

Al cost reports submitted by the providers shall be either field or desk audited at the

discretion of AHCA.

A.  Description of AHCA's Procedures for Audits - General
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Primary responsibility for the audit of providers shall be borne by AHCA.

The efforts of AHCA audit staff may be augmented by contracts with CPA

firms to ensure that the requirements of 42 CFR 447.202 ( 1997) are met.

AHCA shall determine the scope and format for on-site audits and desk

audits of cost reports and financial records of providers.

All audits shall be based on generally accepted auditing standards of the

AICPA, as incorporated by reference in Rule 61H1-20.008, F.A.C.
(10-19-94).

Upon completion of each field audit, the auditors shall issue a report

_ which meets the requirements of 42 CFR 447. 202 (1997) and generally

accepted auditing standards. The auditor must express an opinion as to

whether, in all material respects, the financial and statistical report

submitted complies with all federal and state regulations pertaining to the

reimbursement program for long-term care facilities. All reports shall be

retained by AHCA for 3 years.

Providers shall have the right to petition for an administrative hearing in

accordance with Chapter 120.

Desk Audit Procedures

L

2.

Cost reports shall be reviewed for completeness, accuracy, consistency,

and compliance with Medicaid regulations. Necessary adjustments shall

be made. All findings and adjustments shall be summarized in writing.

A concurrence letter will be prepared and sent to the provider, showing all

adjustments and changes and the authority for such.

Allowable Costs
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The cost report must include all items of expense which a provider must incur in

meeting:
1. The definition of intermediate care facility set forth in Section 42 CFR

440.150 (1997);

2. The standards prescribed by the Secretary of HHS for intermediate care

(1997), Subpart C;

3. The requirements established by the state agency responsible for
establishing and maintaining health standards, under the authority of 42
CFR 431.610 (1997); and

4. Any other requirements for licensing under laws in the state which are

necessary for providing long-term care facility services, as applicable.

All therapy required by Medicare or Medicaid certification standards and

prescribed by the physician of record shall be considered as covered services and

all costs, direct or indirect, shall be included in the cost report. These therapeutic

opportunities shall include habilitative, rehabilitative or other professional

treatments which shall be composed of, for example, medical, dental, nutritional,

nursing, pharmacy, physical therapy, occupational therapy, psychological,

recreational, social work, speech therapy or other mental retardation specialized

services as appropriate.

Implicit in any definition of allowable costs is that those costs do not exceed what

a prudent and cost-conscious buyer pays for a given service or item. If costs are

determined by AHCA, utilizing the Title XVIII principles of reimbursement,

HCFA PUB.15-1 (1993), and this plan, to exceed what a prudent buyer would

pay, then the excess costs shall not be reimbursable under this plan.

All items of expense which providers incur in the provision of routine services,

such as the regular room, dietary and nursing services, medical supplies, and the

use of equipment and facilities, are allowable. Expenses for services covered by
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Florida Medicaid programs other than the ICF/MR-DD Program are not allowable

under this plan and should not be included in the ICF/MR-DD cost report for

Medicaid. These include expenses associated with prescription drugs, physicians'

fees, etc. Refer to the services covered by the Medicaid ICF/MR-DD vendor

payment in the Florida Medicaid ICF/MR-DD Services Coverage and Limitations

Handbook. Refer to Chapter 59G-4.170, F.A.C., for further clarification of

allowable and non-allowable costs.

Bad debts other than Title XTX, charity, and courtesy allowances shall not be

included in allowable costs. Bad debts for Title XIX shall be limited to Title XIX

uncollectible deductible and co-payments and the uncollectible portion of eligible

Medicaid recipients’ responsibilities. Example: Daily Medicaid reimbursement

rate is $50.00; State pays $40.00 and resident is to pay $10.00. If Medicaid

resident pays only $8.00, then $2.00 would be an allowable bad debt. Medicaid

bad debts are allowable if revenue was earned in the prior year and two collection

letters were sent to the appropriate party responsible for the debt within 12 months

of revenue recognition.

Costs applicable to services, facilities, and supplies furnished to a provider by

organizations related to a provider will be governed by 42 CFR 413.17 (1993)

Medicare (Title XVIII) Principles of Reimbursement, and Chapter 10, HCFA

PUB.15-1 (1993). Providers must identify such related organizations and costs in

their cost reports.

Other costs which are allowable shall be limited by the following provisions:

1. The owner administrator and owner assistant administrator compensation

shall be limited to reasonable levels determined in accordance with HCFA

PUB.15-1 (1993) or as may be determined by surveys conducted by

AHCA.

[™

Limitation of rents:
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reimbursement, that is, rent, to the allowable ownership costs

associated with the leased land, building, and equipment. For the

purposes of this provision, allowable ownership costs of the leased

property shall be defined as the sum of:
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Depreciation, property-related interest, property taxes

including personal and real property, property insurance,

and other property-related costs as allowed under the

provisions of this plan;

Sales tax on lease payments, if applicable; and

Return on equity that would be paid to the owner if he were

the provider, as per Section H. below.

Implementation of this provision shall be in accordance with the

following:
()  Reimbursable lease costs of existing providers as of July

(2a)

18, 1984 will remain unchanged until such time as the

provider documents that ownership costs, as defined above,

exceed the Medicaid rent costs allowed. No other upward

adjustments shall be made to allowable lease costs, that is,

increased rent associated with negotiated or renewed leases

of existing providers shall not be allowed, except for those

legally binding agreements entered into by the lessee and

lessor before July 18, 1984.

For currently participating non-leased facilities that

subsequently are operated under a lease agreement

commencing on or after July 18, 1984 with no change in

ownership, the Medicaid rent costs allowed for

reimbursement will be the lesser of actual rent paid or the




(2b)

allowable ownership costs of the leased property

immediately prior to the commencement of the lease

arrangement, adjusted subsequently only for cost increases

that would have been allowable for the owner, for example,

increases in property taxes. This provision does not apply

to lease costs for equipment that is not being leased from

the owner of the facility.

For leased facilities that subsequently undergo a change of

ownership, the lease costs shall be limited to the ownership

costs of the original owner of record as of July 18, 1984 or

the rent, whichever is lower.

For new providers entering the Medicaid program on or

after July 18, 1984, lease payments shall be the lesser of

actual rent paid or allowable ownership costs as determined

by the provisions of this plan. Allowable ownership costs

must be adequately documented by the provider. This

provision does not apply to lease costs for equipment that is

not being leased from the owner of the facility.

In no case shall Medicaid reimburse a provider for costs not

properly documented per the provisions of this plan.

Providers showing rent costs, with the exception of

providers who have entered into legally binding lease

agreements prior to July 18, 1984, shall not be reimbursed

for such costs if proper documentation of the owner's costs

are not submitted to AHCA. The owner shall be required

to sign a letter to AHCA which states that the

documentation submitted presents to the best of his

knowledge true and correct information. The letter signed




by the owner must also state that the owner agrees to make

his books and records of original entry related to the

ICF/MR-DD properties available to auditors or official

representatives of AHCA, and that he agrees to abide by the

depreciation recapture provisions of this plan set forth in

Section II1.G.3. below.

(5)  AHCA shall not make a determination that a provider has

shown adequate proof of financial ability to operate if the

provider is leasing the facility and does not submit the

documentation of the owner's costs with the letter signed by

the owner as per (4) above.

Basis for depreciation and calculation:

a.

|e

Cost.

Historical cost of long-term care facilities shall be the basis for

calculating depreciation as an allowable cost subject to the

provisions of b. below. All other provisions of the Medicare (Title
XVIII) Principles of Reimbursement and HCFA PUB.15-1 (1993)

will be followed.

Change in ownership of depreciable assets. For purposes of this

plan, a change in ownership of assets occurs when unrelated

parties: purchase the depreciable assets of the facility; or purchase

100 percent of the stock of the facility-and within one year merge

the purchased facility into an existing corporate structure or

liquidate the purchased corporation and create a new corporation to

operate as the provider. In compliance with Section 1902(a)(13)(c)

of the Social Security Act, in a case in which a change in

ownership of a provider's or lessor's depreciable assets occurs, and

if a bona fide sale is established, the valuation of capital assets for




determining payment rates for intermediate care facilities for the

mentally retarded and developmentally disabled for facilities not

publicly owned and publicly operated shall be increased (as

measured from the date of acquisition by the seller to the date of

the change of ownership), solely as a result of a change of

ownership, by the lesser of:
(1)  One-half of the percentage increase (as measured over the

same period of time, or, if necessary, as extrapolated

retrospectively by the Secretary of H.H.S.) in the current

Dodge Construction Systems Cost for Nursing Homes,

applied in the aggregate with respect to those facilities

which have undergone a change of ownership during the

fiscal year, or

(2)  One-half of the percentage increase (as measured over the

same period of time) in the current consumer price index

for all urban consumers (United States city average).

In any change in ownership, the total valuation of capital assets

allowed for determining payment rates shall not exceed the lessor

of

(1)  The acquisition cost of the facility to the new owner; or

(2)  The fair market value of the facility at the time of purchase.

This valuation shall be used to calculate depreciation, interest on

capital indebtedness, and, if applicable, return on equity.

Example 1: The allowable acquisition cost of the facility to the seller in 1985 was

$500,000. A new owner purchases the facility in 1990 for $700,000. The

increase in the Dodge Construction Index and the Consumer Price Index

10



ownership is 25% and 20% respectively. The new owner's allowable

depreciable basis is $550,000.

Example 2: The allowable acquisition cost of the facility to the seller in 1985 was

$1,500,000. A new owner purchases the facility in 1990 for $1,250,000.
The new owner's allowable depreciable basis is $1,250,000.

c. Recapture of depreciation resulting from sale of assets. The sale of

depreciable assets, or a substantial portion thereof, at a price in

excess of the cost of the property as reduced by accumulated

depreciation, resulting in, a gain on sale, and calculated in

accordance with Medicare (Title XVIII) Principles of

Reimbursement indicates the fact that depreciation used for the

purpose of computing allowable costs was greater than the actual

economic depreciation. The amount of the recapture shall be

determined as follows:

()  The gross recapture amount shall be the lesser of the actual

— —— —— e e —

depreciation after the effective date of January I, 1972.

The gross recapture amount shall be reduced by .877193

percent for each month in excess of forty-eight (48) months

participation in the Medicaid program. Additional beds and

other related depreciable assets put into service after July 1,

1990 shall be subject to the same thirteen and one-half (13

1/2) year depreciation recapture phase out schedule

beginning at the time the additional beds are put into

service. The gross recapture amount related to the

additional beds shall be reduced by .877193 percent for

each month in excess of forty-eight (48) months’

participation in the Medicaid program subsequent to the

11



Example:
Sales Price: $6,000,000

Older Portion of Facility:

Number of beds = 60

Newer portion of facility:

Number of beds = 120

date the additional beds were put into service. To

determine the amount of gain associated with additional

beds, the portion of the sale price associated with all

portions of a facility as follows: For each part of the

facility, determine the proportion of beds to the facility's

total number of beds. Multiply the proportion of beds in

that part of the facility by the sale price. The result is the

portion of the sales price allocable to that part of the
facility.

Allocation to older portion: (60/180) x 6,000,000 = $2,000,000

Allocation to new portion: (120/180) x 6,000,000 = $4,000,000

Sale Price

@

= $6,000,000

The adjusted gross recapture amounts as determined in (1)

above shall be allocated for fiscal periods from January 1,

1972, through the date of sale. The adjusted gross

recapture amounts shall be allocated to each fiscal period in

the same ratio as depreciation amounts claimed for the

respective portions of the facility. Allowable costs shall be

computed for each period after depreciation recapture. The

recomputed allowable costs shall be used to determine if




there should be an adjustment to the payment rate, and any

resulting overpayment shall be recovered.

(3)  The net recapture amount, if any, so determined in (2)

above shall be paid by the former owners, to the State. If

the net recapture amount is not paid by the former owner,

in total or in part, the amount not paid shall be deducted

from the future payments by AHCA to the buyer until the

net recapture has been received. AHCA shall grant terms

of extended payment when the facts and circumstances of

the unrecovered recapture from the seller justify the

extension.

Depreciation recapture resulting from leasing the facility or

withdrawing from Medicaid program.

() In cases where an owner-operator withdraws from the

Medicaid program as the provider, but does not sell the

facility, the depreciation paid by Medicaid to the owner

during the same time he was the Medicaid provider shall be

subject to the depreciation recapture provisions of this plan

when the owner sells the facility. This includes cases

where an owner-provider leases a facility to another,

unrelated, licensed operator after having operated the

facility as the licensed Medicaid provider. In addition, if an

owner-operator elects to withdraw from the Medicaid

program and lease the facility to an operator who continues

to participate in the Medicaid program, the portion of the

reimbursable rent payment that represents depreciation

expenses shall be subject to the depreciation recapture

provisions of this plan, Section II1.G.3.c, at the time the
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